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MEMORANDUM FOR: Depuby Director for Support
SUBJECT i Definition of Unfunded Liability s Used in Proposed

Amendment to the CIA Retirenment Ach

1. This memorendum is %o supplement our telephone conversation
on the sbove subjech to more fully explain the nature of a potential
Guegtion by the Departmwent of the Treasury concerning the subject
definition. :

2, The term "unfunded 1izbility™ as applied %o retirement funds
in sctuarial parlance renresents the measure of Lhe shoxrtfall in funds
on hand required to fully satisfy benefits Lo be paid to existing
parcieiponts, snnuitants end swevivors thereof baged upon scrvice por-
formed through the dsbe of the voluation (m service). The defini-
tions of unfunded 1lisbility as stabed in the recent omendmenss of the
Civil. Service Hetiremenc Act snd the Yoreign Service Rebiremcut Act on
voich our wproposed legislation is patterned do not conform with this
concept. Instead, those definitions result in increasing the unfunded
1liability to also include the shortfall between +the rresent value of

“benefits to be paid %o existing eligibles based upon future service and
the present value of deduetions from employee salaries and Agency cone
tributions for such future service. For reasons unknown to us, Treasury
has not previously questioned the definitions ag used in previous legise
lation. '

3. The impect of the question is illustrebed in Tabs A and B
attached. Bpecificelly, Tab A represcnts the belance sheet for the CIA
Retirement system veluation as of 31 December 1968 which is now being
completed by Mr. Kroll. Item 6, "Excess of ILisbilitics over Asscba'
25X1 totaling |1:| 1s the uwnfunded liability as of 31 December 1968 in
|

s

the claselc actuarial sense. The proposed statutory definition does not N
require recognition of the present value of cshimated Duture appropris-
tion requirements, shown as item 5.b., “At 13.87% by eppropristion,”
25X1 toteling[” | Thus if unfunded liability was compubed on the
basis of the pronosed statutory definition, item 5.b. would not represent
a proper entry on the bolance sheet and the regulting unfunded lisbility
- would inerease to a Lotsl of 25X1
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SUBJECT + Definition of Unfunded Liebillty ag Used in Propocsed
Arendrment to the CIA Rebirvement Ach

L, Tor your edditional informetion, there is attbached as Ted B en
excerpt from the provosed amendment to the CIA Retircment Act reflectuing
the proposed definition of unfunded lisbility, adjusted to reflecet the
substbonce of correcting language combemplated by Treasury as we under-
scand it..

' 2o o ) i i 25X1

5. Aside from the techoicel espects of the point, in the precticel
sense epplication of Trescury's positlon would result in annual payment
by Treasury of interest coleulated on | [rather ’chan| |
Our fund would then yreslize only about helf as much from Wreassuxry for Thls
purposc. The differcnce would, of coursc, increase wnfunded liabllity
(essuming no change in rate of other contributions) on subsequent cvelua-
tions and thus resuld in increansging interest payments. Iong torm, it
seems clear the fund will requive odditional input either Lrom Treasury or
through specific oppropriation. ¥ feel, st the moment, in the prermeotic
sonse, it males Jittle difference €0 U8 WHCLACY BYeaoury 4niluchecs o
cannGe o ena delinition.

6. The inbterpretation we have placed on Treagury's pocition isg based
upon informel dlscuzgions with Mr. Froll. He did not indicale to us whet
position Treaswyy will teke bubk we feal they will corment ealong the lines
indicated. 25X 1

Director of linance

Aetachmentcs
Tabs A & B
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